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THIS IS ONE OF SEVERAL REPORTS PREPARED FOR THIS COMMISSION. 
TO AID IN OUR DELIBERATIONS, WE HAVE SOUGHT THE BEST QUALIFIED 
PEOPLE AND INSTITUTIONS TO CONDUCT THE MANY STUDY PROJECTS RE- 
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ALSO PREPARED CERTAIN REPORTS. 

WE ARE PUBLISHING THEM ALL SO THAT OTHERS MAY HAVE ACCESS TO 
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MUCH CONTAINED IN THESE PROJECT REPORTS. 
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TIONS. THE FACT THAT WE ARE NOW PUBLISHING THEM, HOWEVER, 
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A TAX CREDIT FOR CERTAIN EDUCATIONAL EXPENSES 



In what follows, the implicit assumption is that provision of 
financial relief to parents who send their children to non-public 
schools would improve horizontal equity and be good public policy. 
This assumption does not rest simply on the fact that the continued 
existence of non-public schools lifts a large sum — perhaps $5 
billion yearly — off the back of local government. Its broad 
philosophical base is the belief that our society desires and 
deserves alternatives to public education, and that governments 
committed to pluralism have the responsibility of creating conditions 
which make possible the development of reasonable educational options 
for citizens. How this can best be done is not examined here; 
instead, attention is devoted to the tax credit as one method 
which appears to have promise. 

A. History of tax credits 

The Federal Government has used the device of tax credits, i.e., 
credits against the federal tax liability of individuals and firms, 
for many years and many purposes. The oldest dates from 1924-26 
when the Congress enacted a credit for payment of ftate. death taxes 



up to 80 percent of the Federal tax liability of estates. This 
credit was effective in halting the prospective disintegration of 

State death taxation and providing the States with a larger share 
of death tax revenue. It is still in operation, although the revenue 
from it is now only equal to 10 percent of the Federal tax liability 
as compared with 76 percent in 1931. Another major credit is the 
90 percent credit against the Federal unemployment tax of 3 percent 
on payrolls in covered employments. This credit, provided in 1935, 
was designed to push Spates into enactment of satisfactory unemployment 
insurance laws. It was successful: all the S'tates were in the system 

by the middle of 1937, and just before this date the Supreme Court 
( Steward Machine Co. v. Davis ) upheld the constitutionality of the 
device. A prime reason for use of the tax credit rather than a more 
centralized plan of unemployment insurance was fear of unconstitutionality. 

Another and more recent and spasmodic credit has been the investment 
tax credit aimed at stimulating business firms to accelerate their 
rate of spending for new plant and equipment. It has been effective, 
although critics fuss over the form and base of that credit. 

During the past two decades hundreds of bills have been introduced 
in the Congress which would have permitted individual income tax 
deductions or credits for outlays on education. Most of these bills 
have been limited to higher education though a few would have applied 
to expenses for elementary and secondary education. None has ever 
been reported out by the House Committee, on Ways and Means or the 



2 



1 



Senate Finance Committee. 



In 1961, when the Kennedy Administration was developing what eventually 
became the Elementary and Secondary Education Act, the White House gave 
considerable thought to a tuition credit for taxpayers with children 
in non-public schools. Since the proposed school-aid bill did not 
provide funds to non-public schools, it was felt that a Federal income 
tax credit for tuition paid to private and parochial schools might be 
justifiable in terms of giving roughly comparable treatment to the non- 
public schools. After consultation with the Treasury Department, the 
Ways and Means Committee, and Legal Counsel, the White House decided 
to drop the tax credit scheme from its school aid bill and substitute, 
instead, direct aid to non-public schools for specific purposes. 

The States have used tax credits (see Appendix A for more detail). 

Seven of them provide the personal exemption for their individual 
income tax through a tax credit. For example, Wisconsin allows a 
single person a tax credit of $10 which is equivalent to a personal 
exemption of $370 on the first $1,000 of net income. Use of a tax 
credit in lieu of a personal exemption is defended as keeping the tax 
reduction constant no matter what the size of the taxable income. 



(l)Some Federal aid is presently filtering to non-public schools 
through the child-care deduction. In most cases, private school 
tuition qualifies as a "deductible child-care expense" when the 
mother is working or seeking work. Though the present level of 
benefits is quite low, the welfare reform bill passed by the House 
in 1971 would allow families with incomes up to $12,000 to deduct 
$1,000 to $1,500 as child-care expenses — and private school 
tuition would qualify as a deductible expense. 
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Recently some States have moved to reduce the regressivity of sales 
taxes and property taxes by giving a credit O-iaiMHy a flat amount per 
person) against State Income tax liability. Seven States give such a 
credit for consumption type taxes, and three States for property tax 
relief. When the allowable credit exceeds the tax liability, rebates 
are paid; when Individuals have no income tax liability, refunds are 
prescribed. Evidence concerning how these refunds are handled, and how 
often they find and reach their targets, Is not readily available. 

Three States have recently enacted tax credit legislation In the 
field of education, and that of Minnesota is very relevant. Starting 
In 1971 It offers a credit for education costs of students In non- 
public elementary and secondary schools, the maximum being $50 for 
kindergarten students, $100 for elementary students, and $140 for high 
school students (see Appendix A for more detail) . 

Retirement income credit : The Federal credit which has more direct 

relevance to the proposal of a credit for educational expenditure of 
parents who send children to private schools Is the credit for retirement 
income (other than that provided via OASDI and railway retirement). 

This credit Is 15 percent of the first $1,524 for Individuals, or 
$2,286 for husband and wife both aged 65 years or over. In 1969 the 
credit amounted to $171 million and was claimed on 1.6 million 
Individual t.ax returns. 









s 






I, 

■#■ 
Jfr : ' 
■'/. •■■;•. 
Il.'i ; . 



: 7 ::!v : .'\l 



What was the origin of this credit? In 1941 the Treasury ruled that 
social security pensions were not to be Included in adjusted gross 
income (AGI) . The portion of retirement income (above what was 
contributed by the individual recipients) from other pensions was, on 
the other hand, included in AGI. A clear discrimination existed, 
therefore, against recipients of taxable pensions. Some relief was 
given in 1954 when a tax credit was provided. This credit also has 
been fairly satisfactory. 



B. Justification of tax credits for educational expenses 

In the United States, government has assumed almost the total cost of 
providing elementary and secondary education so long as it is publicly 
provided . As a result, the task of providing this kind of education 
has been substantially preempted by public schools, since more than 
89 percent of enrollment in elementary and secondary schools is public. 
When elementary and secondary education is privately , provided, the 
constitutional barrier stands in the way of governmental financial 
assistance to- the institutions which render the schooling. • These 
institutions, since they are debarred from direct receipt of public ' i 
funds, must finance themselves in other ways, and, typically, one way 
has been to place direct charges (upon parents who choose to enroll their 
children. These parents are not, of course, relieved from the taxes 



borne by all parents to finance the public schools. The charges borne 
by these parents are, therefore , extra and additional. Expression of 



!■/• this parental choice has recently .become much more expensive, and this 
trend threatens the existence of . many private schools . 7 
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The nub of this line of argument Is simple. A discrimination exists 
against Individuals (parents) who choose to send their children to 
private schools, since they bear extra educational costs not borne 
by parents who send their children to public schools. This discrimina- 
tion could be alleviated through a tax credit or refund equal to all or 
some defined part of this extra cost. It would help to preserve 
the constitutional right of parents to send their children to non- 
public schools; It might recover a modicum of neutrality with respect 
to the choice made by poor and middle-income parents by lifting some 
of the cost obstacle In the way of sending children to non-public 

Schools . Hi: 

. ’ ‘ ' . ‘ ' \\ 

The example of the retirement credit is only approximate. When 
Congress provided this credit It rectified (In part) an inequity 
created by Treasury regulations. The inequity wliich might be rectified 
(In part) by a credit for the educational costs of non-public school 
pupils arises because non-public schools get no part of the govern- 
mental revenue raised at the State and local levels to finance 
elementary and secondary education. Such sharing la believed to be 
unconstitutional. . ; : \,jl .. ' : y.: 

Could financial relief through a credit be provided by state and 
local governments? A tax credit to individuals requires that the tax 
liability of individuals be known ; : and here the Individual Income tax 
stands preeminent. State Governments with such a tax could provide 




financial relief in approximately the same manner as could the Federal 
Government. This relief would, of course, be confined to individuals 
resident within the boundaries of each particular S^tate; only the 
Federal Government could provide uniform relief to individuals across 
the nation. 



The pressure on the S^tate Governments to provide relief to non- 
public schools varies greatly from state to state because the numbers 



of pupils enrolled in such schools is uneven as the following table 



shows : 



Percentage Enrollment by States in Non-Public 
Elen-hntary and Secondary Schools, 1970-71 

/ ' ' •• ' . ■ • 

Jj Percent Number of States 



0.0-4. 9 
5.0-9. 9 

10.0- 14.9 

15.0- 19.9 

*D.C. 12.6% 
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C. Design of the tax credit 

1. For whom would a credit be available? The assumption is that it 
would be only for families with children in non-public schools. The 



i.: 



financial discrimination — the breach of horizontal equity— is 



"agaii st them. To extend the credit to all families would be to retain 



the inequity in the financial treatment of families which have extra 



educational costs. 
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2. What would be the base for computing the credit? What educational 
costs should be eligible? The costs should, demonstrably, be school 
costs borne by parents of non-public school children and not borne by 
parents of public school children. To be used for the purpose of 
crediting, these costs would have to be identified by the person 

making a Federal Income tax return. The only distinctive cost 
is tuition . Many other out-of-pocket costs of sending children to 
non-public schools — gym fees, books, activity fees, etc. — are, in 
some States, out-pf -pocket costs of sending children to public schools. 

To allow these miscellaneous amounts as creditable would be to push all 
States toward instituting these charges in all schools. Yet even if 
substantial enlargement took place, the absence of tuition costs in 
public schools would keep the allowable credits for parents with public 
school children much below those for parents with non-public school 

' •: . . ‘ ; • ; f 

children. The appearance that the tax credit had been generalized would 
be illusory. 

The tentative conclusion is that the credit should rest only on tuition 
costs. It should be set at some low flat figure per pupil say $100, or 
possibly at $100 for elementary school pupils and $200 for high school 
pupils. To secure the right to take such a credit, a parent would 



simply have to have a child in regular attendance at an accredited non- 

n ... / . . . ... , ... ■ , .. " 

public school, yr. Ci. v V.. hlr- 
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3. Should rebates and refunds be allowed? A rebate Is the sm to be 
paid the taxpayer when his allowable credit exceeds his tax liability. 

The logic of a credit is that rebates should be provided. What of the 
situation when families entitled to a credit have no income tax l iability 
and do not make income tax return s? Should they be paid as a refund the 
amount of the credit? Once again the logic of a credit is that refunds 
be provided, since to deny benefits to those families which fall outside 
the income tax system would be to exclude families with the greatest 
financial need. The contention will, however, be offered that the logic 
should not be pressed so far — that the connection between the income 
tax system and the welfare system is not so direct. No existing Federal 
tax credit provides rebates or refunds. To open this door by a new 
credit for educational expenses might be to open it for rebates and 
refunds of other tax credits. Rebates and refunds would, moreover, 
complicate administration. The Internal Revenue Service is accustomed 
to handling problems relevant to persons inside the income tax system 
and it could handle rebates; it is not equipped to handle problems 
relevant to persons outside it who do not make income tax returns. 



D. Economic impact 



A flat credit, modest in amount, would confine the benefits largely 
to families low in the income scale. A rich family with children in a 
high-cost private school would recover only a small percent of its educa- 
tional expenses; a poor family, with children in a parochial school. 
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would recover a large percent. The credit could, of course, be refined 
by graduating it according to (a) adjusted gross income, or Cb) taxable 
income, or (c) tax liability before credit of families, and by providing 
a cutoff so that, for example, families with an income tax liability 
of $2,000 or more would not be entitled to a credit. (The notch effects 
of a cutoff and of graduation would require attention. What Is the 
"best" method Is not examined here.) 

What would be the revenue loss ? (See Appendix B.) The enrollment 
in non-public elementary and secondary schools, 1970~71, was 5,282,567 
pupils (10.9% of total enrollment) of whom 3,975,270 were in elementary 
and 1,307,297 in secondary schools. A credit of $100 with complete 
coverage would , therefore, have cost $528 million in 1970—71; one of 
$100 for elementary school pupils and $200 for secondary school pupils 
would have cost $659 million. If, as is suggested, the credit were 
confined to low and middle-income families, the cost figures would be 
reduced. 

E. Administrative problems 

1. Choice of a uniform flat amount would ease administration. The 
only evidence required from an income taxpayer would be that he had a 
child attending an accredited non-public school and that the educational 
charge paid by him was equal to or greater than the amount of the credit 
If this charge were less than the allowable credit (say $100), then 
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only the amount of the actual tuition charge could be taken. But if 
the amount of the credit is set at a low figure, this will seldom happen. 
Moreover, tuition charges have risen and will continue to rise. A 
considerable time will elapse between, say, recommendation of a credit 
by the Commission and favorable legislation. During that time tuition 
charges which are low will rise so that none will be less than the 
credit . 



A two-level credit ($100 for elementary school pupils and $200 for 
high school pupils), and a cutoff coupled with graduation, would create 
some difficulties of administration and add to the compliance costs. 

How to reconcile and resolve the various elements is not considered 
here. 



2. Rebates and refunds: No serious administrative problems would 

arise in providing a cash rebate when the allowable credit exceeds 
the tax liability. The taxpayer is located by his tax return. How 
to reach families who do not file tax returns is a serious administrative 
problem which has not been faced by the Federal Government. Possibly 
it could be handled by the administrators who will handle the Family 
Assistance Plan (FAP) if and when this program is enacted. 



3. How should tuition be defined to be eligible for a tax credit? 

To meet the constitutional test, the credit must be for the costs of 
secular education. A child in a non-public school should, therefore, 
be taking a normal, full-time program of secular courses approved by 
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the appropriate State authority. Since the suggested credit is low — less 
than the tuition charge in many cases —— tight and detailed conditions, 
and comprehensive an.d continuing surveillance concerning what kind of 
program is eligible, are unnecessary. In short, the definition of 
tuition and the conditions attached to the credit should be modest and 
simple. This would ease administration and avoid the "excessive 
entanglement" which the Supreme Court declared to be a fatal flaw in 
the Pennsylvania and Rhode Island cases decided June 28, 1971. 

4. Some recent proposals for tax credits against State personal 
income taxes have argued in favor of a revenue-maintenance requirement, 
i.e., that in a State with an income tax, credit should be allowed only 
when State income tax collections have been increased by an amount 
which matches the decrease in federal collections. Unless this is 
required, the effect of the credit in a State with an income tax would 
simply be to decrease the Federal taxes of persons with taxable 
incomes. 

A revenuermaintenance condition in a tax credit for tuition expenses 
would require that the tuition charges of eligible non-public schools 
and the tuition payments of parents eligible, for credits be increased 

i\ 

by the amount received from the credits. This would, however, be 
neither feasible nor sensible. If no such condition were prescribed, 
credits received by parents would, in effect, reduce the cost of 
tuition. The non-public schools (assuming they did not raise tuition) 
would benefit only because enrollment of pupils would be stimulated. 
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Should an Increase of tuition be barred for some limited time-period? 
While such a provision might, perhaps, protect against the charge that 
the credit money is being funnel ed (indirectly) to the non-public schools 
it would serve no other purpose. 

F. Constitutional Problems 

The Commission's consultants on constitutional questions appeared to 
take a rather dim view of the likelihood that the tax credit outlined 
above would survive challenge in the courts. The premise on which this 
credit rests — that parents who choose to send their children to non- 
public schools suffer a financial discrimination, and that a credit 
limited to them would not, therefore favor them — did not appeal to the 
consultants. They inclined to the opinion that a credit for which 
parents of all school children are eligible would be more viable because 
of its generality and breadth. In terms of public finance, such a 
credit would operate very imperfectly to alleviate the breach of 
horizontal equity suffered by parents of non-public school children, 
and it would, besides, seem to push schools toward expanded use of 
charges . 

The consultants on constitutional questions were firm and reassuring 
on one matter of current importance — the growth of non-public 
schools, especially in the South, to escape desegregation. 

Professor Whalen states (pp. 47-48) in his paper: 
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"One point, fortunately, is absolutely clear: 
government cannot use private schools as a vehicle 
to escape desegregation of the public schools." 

G. Treasury Objections 

1. Controllability: A credit is less controllable than some budget 

items. It would not be subject to annual review and, once enacted, it 
would take legislation to repeal or alter it. 

2. Would allowance of educational expenses (or simply tuition 
expenses) as deductions from adjusted gross income be better than use 
of a credit? A credit is, of course, a more powerful instrument than 
a deduction. If, for example, a family with one non-public school 
child had an adjusted gross income of $6,000, a taxable income of 
$2,400, and a federal tax liability of $400, then a credit of $200 
would reduce the tax to $200. To gain a similar tax reduction through 
a deduction for educational expenses, the amount of the allowed deduc- 
tion would have to be approximately $1,160. If expenses were to be 

a deduction, a limit would have to be set because actual expenses at 
non-public schools have a wide spread from parochial schools to high- 
cost private schools. 

An important practical flaw is that, in 1969, only 46.3 percent of 
all returns itemized deductions; 53.7 percent took the standard 
deduction. Allowance of a deduction would do the families making 
these returns no good unless they shifted to itemization. 

14 
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3. The customary Treasury reaction to steps which- erode the federal 

\ 

tax base is- to oppose. One reason is that the Treasury does not like 
to lose revenue. It argues, moreover, that credits and deductions and 
exemptions conceal from the Congress and the public what the costs are 
in comparison with direct and explicit government expenses. This 
position has merit, but Congress has not been attentive to it; the 
erosion goes on. The attitude of Congress seems to be that if erosion 
is a better — more efficient — method than direct expenditure to 
achieve some Congressional objective, then the erosion method should 
be used. 
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APPENDIX A 



STATE EXPERIENCE WITH TAX CREDITS 



In recent years, many States have adopted tax credits for.«a variety 
of purposes. 

Seven States (Colorado, Hawaii, Idaho, Indiana, Massachusetts, 
Nebraska, and Vermont) and the District of Columbia allow personal 
income tax credits for sales taxes paid on food and other consumer 
purchases . Ostensibly, these credits are designed to minimize the 
regressivity of the sales tax while maintaining a broad base of 
taxation. Typically, the credit is $10 or less per personal exemp- 
tion, and in Hawaii, Massachusetts, Vermont and the District of 
Columbia the credit is limited to low-income taxpayers. In all 
eight cases, the taxpayer receives a rebate from the state if his 
credits exceed his tax liability. 

Eleven States (Wisconsin, Minnesota, California, Vermont, Kansas, 
Colorado, Maine, New Jersey, Pennsylvania, Iowa, and Oregon) have 
now adopted tax credits to relieve low-income households from 
property tax overloads . With the exception of Oregon, however, 
the credit is restricted to homeowners and renters aged 65^ and 
over. Inmost cases the credit is based on that part of property 
tax payment or rent that exceeds a pre-determined portion of > 
family income. For example, in Vermont the relief is limited to 
that part of tax payment or rent which is in excess of 7 percent 
of household income. 

In Colorado, Kansas, Minnesota, Vermont, and Wisconsin, the 
property tax credit is offset against the personal income tax, 
and the State, gives rebates where the credit is in excess of the 
tax liability. In California, Maine, and Pennsylvania, the taxpayer 
files a separate form to claim a refund. In New Jersey, Iowa, and 
Oregon the credit is effected by actually reducing the property 
tax bill. Hawaii and Minnesota allow tax credits for all families 
who rent their dwellings. These renter credits are designed to 
reduce the inequity which results from renters not being able to 
make deductions equivalent to those allowed homeowners from 
property taxes and mortgage interest on their state income tax 
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returns. They also permit mlddle-^income renters to recover some of 
the real property taxes that are passed on to them by landlords. In 
Hawaii, the credit varies from 1 to 2 percent of rent depending on 
the adjusted gross income of the taxpayer. If adjusted gross income 
is over $15,000, the credit Is not allowable. In Minnesota the 
taxpayer may credit 3.75 percent of his rent against &tate income 
tax due, such credit not to exceed $45. In both States, cash rebates 
are made if credit is in excess of personal income tax liability. 

In the area of education , only three States have enacted tax credit 
legislation: Vermont, Hawaii, and Minnesota. The State of Vermont 

grants a $10 credit against personal income tax liability to any 
resident taxpayer who is a full-time student for at least five 
months of the year. The effect of the credit is to reduce the 
cost of education for State residents relative to out-of-staters. 
However, no rebates are given if the personal income tax liability 
is less than $10. 



In 1965, the State of Hawaii enacted a system of tax credits 
available to all families with children in school, be it kinder- 
garten or college, non-public or public schools. The credit varies 
from $2 to $20 per student in grades K through 12 and from $5 to 
$50 per student in higher education, depending on family income. 

No credit is allowed if adjusted gross income exceeds $7,000. 
Supposedly, the education credits in Hawaii were adopted to 
alleviate the drop-out problem among children from low-income 
families. However, it seems unlikely that a student planning 
to drop out of school would be deterred by the prospect of a tax 
credit to his parents of $20 or less. 

In 1971 the Minnesota Legislature enacted a law permitting credits 
against the State personal income tax for education costs of pupils 
in non-public elementary and secondary schools. Previously, the 
State had allowed families to include non-public education costs 
as an itemized deduction. For 1971 and 1972, the maximum allowable 
credit is $50 for kindergarten students, $100 for elementary students 
and $140 for high schooj. students. However, the credit permitted 
any individual household may not exceed $100 per pupil unit. In 
addition, the tax credit for parents with children in any particular 
school is constrained by a rather complex formula that takes into 
account the income and operating costs of that school. In no case 
may the credit exceed the parents* out-of-pocket outlay for tuition 
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ana books. After 1972, according to the Legislation, the allowable 
credit will be increased roughly in proportion to increases in State 
foundation payments to the public schools* To claim the credit, 
the parent presents a receipt provided by the school to the State 
Department of Taxation along with his income tax return. If the 
credits exceed the tax liability, the State pays a rebate to the 
taxpayer. 



The 130,000 non-public school students in Minnesota constitute 
about 12.3 percent of the total State enrollment. According to 
the Minnesota Department of Taxation, about 10 percent of those 
eligible for the credit and filing returns will receive rebates as 
their credits will exceed their income tax liability. The estimated 
revenue loss for 1972 is $11 million. Some concern has been voiced 
about the problem of reaching those families with children in non- 
public schools who are not presently flliiig tax returns — perhaps 
5 percent of those who would be eligible. However, the churches 
throughout the State have taken upon themselves the task of 
publicizing the availability of the new credit and encouraging 
those not currently filing tax returns to do so in order to receive 
refunds from the State. (It should also be noted that tuition in 
many non-public schools was increased immediately following the 
enactment of the tax credit.) 



Minnesota has traditionally been one of the more innovative states 
in using tax policy to foster socially desirable objectives, and 
the new education tax credit for parents with children in non- 
public schools is clearly designed to alleviate the discrimination 
which exists against families electing not to use the tax financed 
public school system. 
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APPENDIX B 



ESTIMATED COSTS OF TAX CREDIT . PROPOSALS 



(Based on 1970 Enrollment and Income) 



PLAN I 



: r;-i 



A credit of $100 for each child enrolled In an elementary or secondary 
non-public school : 



5,282,567 students X $100 



$528,256,700 



If this plan w6 ire expanded to cover both public and non-public students, 
the cost would Be: 



51,185,938 students X $100 
PLAN II 



$5,118,593,800 



A credit of $100 for each child enrolled in a non-public elementary 
school and $200 for each child in a non-public secondary school : 

3,975,270 elementary students X $100 = $397,527,000 

1,307,297 secondary students X $200 * $261,459,400 



Total: 



$658,986,400 



If this plan were expanded to cover both public and non-public students, 
the cost would be: 



O 

ERLC 



"i 



36,548,856 elementary students X $100 = $3,654,885,600 
14,637,082 secondary students X $200 ■ $2,927,416,400 



Total: $6,582,302,000 



PLAN III 



Jl; 



Similar to Plan II except that the credit io reduced by 2 percent of 
the amount by which adjusted gross income (AGI) exceeds $7,500 : ; 

This approach would direct most ^ of the benefits to low-income .families V, C’ 
by reducing the credit when family income exceeds $7,500. 

For example i if AGI were $10,000 , the credit would be reduced by ’ • h 
2 percent of the difference between $7,500 and $10 ,000 — i.e. i - 
$2,500 X- .02' ^ $50^' If the family had a child in a non**public elementary 

school i its tax credit would be $50 ($100-$50). If the child were in 
high school, the tax credit would be $150 ($200-$50) . "" .irv.. 

Under this proposal, the tax credit for elementary students would 
disappear when AGI reaches $12 500 and the credit for high school students 
would vanish at AGI of $17,500. 
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In 1970 21 percent of the children enrolled In non— public elementary 
schools were from families with AGI under $7,500 so these families 
would be entitled to the maximum allowable credit. Fourteen percent 
of the children enrolled In non-public high schools were from families 
with AGI under $7,500. . 



The estimated revenue loss from this plan. If limited to non-public 
school children, would have been as follows In 1970: 



AGI under $7,500: 

Elementary 

Secondary 



AGI $7,500-9,999 

Elementary 

Secondary 



AGI $10,000-15,000 

Elementary 

Secondary 



AGI over $15,000 
Secondary 



$82,700,000 

$37,200,000 



$119,900,000 



$63,000,000 

$42,525,000 



$105,525,000 



$8,835,000 

$18,200,000 



$27,035,000 



$114,300 



TOTAL REVENUE LOSS 



$114,300 

$252,574,300 



If this plan were extended to cover both public and non-public school 
children, the revenue loss would be approximately $2.3 billion. 

plan iv v/:>YV ; : '/ .-I'-’-V V.;;-' 
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Tax credits based on out-of-pocket expenses: . ‘ ■ 

A tax credit plan has been proposed that would permit a parent to 
deduct 50 percent of ;hls||"out-o f -pocket" i out lays for elementary and 
secondary education, InL the case o f non-public schools , the major out- 
of-pocket expense would be tuition . For ; public schools , creditable 
expenses would Include all non-tax revenues that are collected by school 
systems -- fees, book charges, supplies, etc. 
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The credit would be reduced by 1 percent of the amount by which the 
adjusted gross income of the taxpayer for the year exceeds $10,000. 

In 1970, tuition payments in Catholic schools amounted to about $500 
million. For other non-public schools, the best estimate of tuition 
charges for 1970 is approximately $400 million. Public school fees 
and charges, excepting school lunch sales, amounted to $545 million in 
1969. 



The actual costing out of this proposal is difficult. Outlays that 
would be eligible for credit, as mentioned above, total about $1,45 
billion at the present time. The revenue loss would not, therefore, 
have exceeded $722 million (i.e. 50 percent of $1.45 billion) . It 
would fall short of this amount because of the reduction specified for 
returns with AGX’s in excess of $10,000 (71 percent of all returns in 
1969) . 



However, this estimate assumes that the relative consumption of private 
and public education remains the same. With the cost of private 
education made relatively cheaper by a credit, there may be a strong 
shift in consumption away from public education and toward private 
education. ',/ 

At the present time, public schools in the South tend to use charge 
financing more than schools in other regions, so residents of these 
states would be the principal immediate beneficiaries of a tax credit 
based on fees and charges, It is conceivable that public school districts 
elsewhere would initiate use of direct charges vis-a-vis taxes with the 
knowledge that 50 percent of the levies could be passed on to the Federal 
Treasury. 



The plan would be of most benefit to upper-income families and families 
with large out-of-pocket educational expenses. Consider the following 
example: A taxpayer with an AGI of $60,000 decides to send his two 

children to a high-priced boarding school that charges $3,000 tuition 
for each student. He is allowed a tax credit equal to 50 percent of 
$6,000, or $3,000. The credit is reduced by 1 percent of the amount by 
which his AGI exceeds $10,000. 



Gross Credit 
Less: 1% of 

$50,000 



$3,000 
500 



Net Credit ; $2,500 



In other words, it now costs the taxpayer only $3,500 instead of $6,000 
to send his children to private school. Any plan based on actual outlays 
should'/ establish a maximum permissible dollar credit per student. 
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ENROLLMENT STATUS OF PRIMARY FAMILY MEMBERS 
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SYNOPSIS 



1. Nonpublic elementary and secondary schools have been in a rapid decline 
over the past five to six years which seems to be accelerating and it appears now 
that many and possibly most of those schools may be forced out of existence during 
the 1970s unless some type of action is taken to keep them alive. 

2. The closing of most nonpublic schools could throw up to 5 million children 
on to the public school system and place an annual $4 to $5 billion burden on the tax- 
payers' backs. With few if any alternatives available, virtually all children would 
then have to get their education in the public schools, save for the children from the 
most affluent families. Many observers regard attendance of the same schools by 
all children to be the best preparation for life in a democracy. But it would certainly 
make a hollow shell of the natural right of the parents to direct their children's educa- 
tion, as defined by the U. S. Supreme Court in its unanimous decision in Pierce v. 
Society of Sisters . 

3. ITie President made it a particular assignment of the Commission on School 
Finance to consider the financial problem in nonpublic education, especially in reli- 
gious schools, and to recommend measures by which their decline can be halted and 
their threatened collapse prevented. 

4. Several decisions of the U.S. Supreme Court rule out the appropriation of 
public funds for direct governmental subsidies to religious schools but permit tax bene- 
fits to churches and other religious institutions. It appears therefore that church-con- 
nected education can be effectively aided either by tax benefits of some kind or not at 
all. 

6. Hie Internal Revenue Code now leaves about one-half of all personal income 
free from federal income taxation. Most of the numerous types of tax benefits are in- 
tended a) to establish greater horizontal equity, i.e. , make taxes fairer by making al- 
lowance for special burdens, or b) to stimulate socially desirable activities by offering 
tax incentives. 

6. Income tax deductions have long been permitted for special burdens such as 
state and local taxes, interest payments, casualty losses, medical expenses, etc., as 
well as for donations for religious, educational and charitable purposes. Considerations 

25 




of equity as well as social policy make it desirable to add tuitions to the list; this seems 
to be the most effective method, and possibly the only method, by which parents can be 
aided in exercising their right of choice and church-connected schools can be helped to 
Burvive. 

7. Because of the progressive income tax rate scale, deductions confer propor- 
tionately greater benefits on taxpayers in high income brackets than on low or middle 
Income persons. This lopsided situation can be rectified by using tax crecits — de- 
ductible from tax liability — instead of deductions from adjusted gross income. I sug- 
gest that the privilege which is now enjoyed only by taxpayers in the highest income 
bracket — to offset 70% of their donations to schools against their tax liability — be 
extended to taxpayers at all income levels. This would effectively stimulate contribu- 
tions among middle and lower income persons. 

8. Tuition tax credits can help parents to augment their support of nonpublic 
schools without placing a commensurate burden on them. If well designed, tuition tax 
credits are on firm constitutional grounds and will stand up against any conceivable 
constitutional challenge. 

I suggest a 70% tax credit for tuitiohs in all regular schools. Such a credit 
could, for example, apply to tuitions between $100 and $300 in elementary schools and 
between $100 and $500 in secondary schools, with an upper income cutoff. Its annual 
cost maybe estimated at $900 million, which is less than one -fourth of the expense of 
educating those children in public schools. 



9. Public schools, as well as homeowners, could be aided by the granting of 
Income tax credits for residential school property taxes. jtfi\ 
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The nonpublic elementary and secondary schools in the United States 
have long been an integral part of the nation's educational establishment — 
supplementing in an important way the main task of our public school system. 
The nonpublic schools provide a diversity which our educational system would 
otherwise lack. They also give a spyr of competition to the public schools — 
through which educational innovations come, both systems benefit, and prog- 
ress results 

If most or all private schools were to close or turn public, the added 
burden on public funds by the end of the 1970s would exceed $4 billion per 
year in operations, with an estimated $5 billion more needed for facilities . 



Tills government cannot be indifferent to the potential collapse of such 
schools. 

The specific problem of parochial schools is to be a particular assign- 
ment of the Commission. 

In its deliberations, I urge the commission to keep two considerations 
in mind. First, our purpose here is not to aid religion in particular but to 
promote diversity in education; second, that nonpublic schools jin America are 
closing at the rate of one a day. 

From: President's Message on Education Reform , March 3, 1970 



Decades of dedicated and persistent efforts of nonpublic schools, secular and 
religious, and their protagonists to obtain financial support from state or federal 
funds came to naught when the U.S. Supreme Court in the Lemo n and Di_Cens£ deci- 
sions in June 1971 declared such programs in Pennsylvania and Rhode Island — and 

by implication anywhere else — to be violative of the "no establishment" clause of 

*. . . • 

the First Amendment. The Court’s position was foreshadowed nearly a quarter cen- 
tury earlier by its rule in the Everson case that no public funds can be expended to 
support religious activities or institutions. When several states in recent years de- 
vised elaborate schemes to aid private schools while restricting expenditures of pub- 
lic funds in denominational schools to the teaching of secular subjects, the Court con- 
cluded that such controls would lead to an "excessive entanglement” between church 
and state. 

So, no matter which way the states and the private school groups turned, 
whether they took care to prevent spending for sectarian purposes or whether they did 
not, they were effectively blocked in attempts to secure governmental appropriations 
for church-connected schools. The lemon decision ended in all likelihood, at least jj 
for as far as we can see ahead, the organized movement for such aid/ It did not, how- 
ever, lock the door to other forms of governmental assistance to nonpublic education, 

Can Government Aid Church-connected Education? 

Well over 90% of the enrollment in nonpublic elementary and secondary educa- 
tion is in religious schools, about 83% just in Catholic schools, parochial, diocesan 
or run. by religious orders. A dijve to obtain governmental aid for secular nonpublic 
schools only would lack sufficiently broad support to offer much hope for success. 
Moreover, to exclude denominational institutions from a general assistance program 
/would be tantamount to offering them an incentive premium for cutting their church 
ties and come close to imposing a penalty on the exercise of religion. .In alMikelihood 

then the choice lies between an aid program available to all nonpublic schools and no 

i> • ■ ; 

aid program at all. 



But religious Bchools are up ugainBt the Supreme Court's forceful pronounce- 
ment in EverBon when, speaking through Mr. Justice Black, it said: 

The establishment- of-religion clause of the first amendment means at least 
this: .... No tax in any amount, large or Bmall, can be levied to support 
any religious activities or institutions, whatever they may be called, or 
whatever form they may adopt to teach or practice religion. 

Attempts to stress the dual nature of religious schools and the Becular side of their 

teaching received short Bhrift by the Court in Lemon when it found the parochial school 

system to be "an integral part of the religious mission of the Catholic Church. " 

The Court, however, took painB to point out on several occasions that it was 

not opposed to nonpublic or religious schools as such and that it was not ruling against 

them or even against governmental aBBiBtance to them. It was merely establishing 

theruleB on aBBiBtance, then under review, which it held to run afoul of the "no 



We are a religious people whose institutions presuppose a Supreme Being. . . . 
When the Btate encourages religious instruction or cooperates with religious 
authorities by adjusting the schedule of public events to sectarian needs, it 
follows the best of our traditions. For then it respects the religious nature 
of our people and accomodates the public service to their spiritual needs. 

To hold that it may not would be to find in the Constitution a requirement 
that the government Bhow a callous indifference to religious groups. That 
would be preferring those who believe in no religion over those who believe. 

ThiB expanded on the Court's decision in the landmark case of Pierce v. 

Society of SiBterp ; (1925) in which it declared unconstitutional an attempt by the state 

of Oregon to establish a monopoly for the public schools and to eliminate private BchoolB 

from the general education process: "The child 1 b not the mere creature of the Btate; 

those who nurture him and direct hiB deBtiny have the right, coupled with the high duty, 

to recognize and prepare him for additional obligations. " 

While voiding the Pennsylvania and Rhode Island programs, Mr. Chief Justice 

Burger clarified the Court's position in Lemon : 



the Court: 
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Finally, nothing we have said can be construed to disparage the role of 
the church-iGluted elementary and secondary schools in our national life. 

Their contribution has been and is enormous. Nor do we ignore their 
economic plight in a period of rising costs and expanding need. Taxpayers 
have been spared vast sums by the maintenance of these educational institu— 
tions by religious organizations, largely. by the gifts of faithful adherents, 1 

The merit and benefits of these schools, however, are not the issue before 
us in these cases. The sole question is whether state aid to these schools 
can be squared with the dictates of the religion clauses. 

The Lemon decision points at the danger of support programs posed "by the 
need for continuing annual appropriations and the likelihood of larger and larger de- 
mands as costs and populations grow. " It contrast^ such programs with the issue in 
a case it had decided a year earlier: M But in Walz we dealt with a status 

ufader a state tax law for the benefit of all religious groups. Here we are confronted 
with successive and very likely permanent annual appropriations that benefit relatively 
few religious groups, " 

In other words, the Court found no reason why government could not aid reli- 
gion as such or religious schools, provided this was not done by the spending of public 
funds but by granting tax benefits available to all, including religious institutions. 

The decision was directed, as Mr. Justice Brennan explained in his concurring opinion, 
against "the provision of a direct subsidy from public funds for activities carried on by 
sectarian educational institutions. " (emphasis supplied) 

In the Walz decision (1970) the Chief Justice stated: 

Obviously a direct money subsidy would be a relationship pregnant with 
involvement and, as with most governmental grant programs, could en- 
compass sustained and detailed administrative standards. . . . 

The grant cf a tax exemption is not sponsorship since the government does 
* not transfer part of its revenue to churches but simply abstains from de- 
manding that the church support the state .... (emphasis supplied) 

The Court justified its distinction between the grant of governmental funds and 

the grant of tax benefits by pointing out that the state 

has granted exemption to all houses of religious worship within a broad class 
of property owned by nonprofit, quasi-public corporations. . . . The State has 
an affirmative policy that considers these groups as beneficial and stabilizing 
influences in community life and finds this classification useful, desirable, 
and in the public interest. . . . 



*Tho Ijemon decision came more than a year alter the President's Message on Educa- 
tion Ileform and it is apparent that the Court had taken due notieo of the contents of 
that message. 
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Hie exemption creates only a minimal and remote involvement between 
church and state and far less than taxation of churches. It restricts the 
fiscal relationship between church and state, and tends to complement 
and reinforce the desired separation insulating each from the other. , ... 

Fev/ concepts are more deeply embedded in the fabric of our national life, 
beginning with pre-revolutionary colonial times, than for the government 
to exercise at the very least this kind of benevolent neutrality toward 
churches and religious exercises generally. ... 

That the grant of tax benefits to churches is constitutionally permissible was 

recognized by the Supreme Court nearly 80 years before Walz in Bell's Gap Railroad 

Company v, Pennsylvania , 134 U.S. 232 (1890): 

[The equal protection clause] was not intended to prevent a state from adjust- 
ing Its system of taxation in all proper and reasonable ways, It may, if it 
chooses, exempt certain classes of property from any taxation at all, such 
as churches, libraries and the property of charitable institutions ;V; . . 

We think we are safe in saying that the Fourteenth Amendment was not in- 
tended to compel the state to adopt an iron rule of equal taxation. 

More than a century earlier, in 1785, the Continental Congress authorized 
large land grants for school purposes and, two years later, in the year of the Constitu- 
tional Convention, for religious purposes while issuing a ringing exhortation to future 
generations in the famous Northwest Ordinance : 

Religion, morality, and knowledge being necessary to good government and 
the happiness of mankind, schools and the means of education shall forever 
be encouraged. 

It is significant that among the benefits to be derived from school education, 
religion was mentioned first, just as churches were listed first In more recent acts of 
Congress granting tax benefits for a multitude of charitable activities, Religion was 
an integral part of the curriculum in most schools in the days of the Northwest Ordi- 
nance, as It had been at the time when the concept of universal education arose in New 
England In the M Ye Olde Dcluder Satan” law of the Massachusetts Bay Colony in 1647. 

Religious instruction can no longer be provided In the public schools, under 
First Amendment interpretations from EvcrBon to Engel v. Vitale . This makes it 
even more important to uphold the right of the citizen to send his children to a school 
in which religion can be taught without subjecting him to an excessive economic penalty. 
But that right becomes a hollow shell if there arc no such schools available or if the 
cost of attending them is prohibitive. 

It has l>ccn said that "the only honest issue in the jxarochinl aid controversy is 
the religious issue. Must tho taxi>ayer contribute to the support of a religious institution 
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the doctrines of which he cannot accept ?" (D, L. Judd in Saturday Review , February 20, 

1971). . ■ f. • , v : >!*,.; S v ,, .• S ./• ' 

Till a question has been conclusively answered by the Supreme Court: 

Government (i.e. , the taxpayer) must not and cannot contribute to the support 
of a religious Institution through the expenditure of tax funds. It may aid religious in- 
stitutions by foregoing the collection of taxes it would otherwise collect. The question 
now is to the best form in which such aid can be rendered without conflicting with the 
"no establishment' and equal protection clauses. 

Tax Benefits: Exclusions, Exemptions, Deductions, Credits 

$f!61 billion of personal income went federally untaxed in 19C9, nearly one-half 
of all personal income in the United States. 

These are the major types of benefits under existing tax law: 1 j 

1) ' Exclusions. 

Notwithstanding the all-inclusive definition in the Internal Revenue Code of 
1B54 of income to be reported and taxed (”. . .all income from whatever source de- | 

rived, . , . many types of income are excluded by statute, court deci- ! 

sion or administrative rule: social security and welfare benefits, unemployment and 
workmen’s compensation, veterans pensions, gifts and inheritances, scholarships and 
fellowships, interest on state and municipal obligations, and dozens of others. 

2) Exemptions. 

The only exemption in the federal income tax law is the personal exemption 

which amounted to $600 per person from 1948 to 1969, and will total $750 in 1972. An 

State 

added exemption is permitted for a person who is 65 or over or blind, /^property tax 
laws, no matter how inclusive their general definitions may be, exempt many types of 
property owned by other governments, by churches, religious, charitable, educational 
organizations, in some cases veterans, homesteads and others. Some of the 

sales tax laws exempt such purchases as food consumed off the premises, prescription 
drugs, etc. 

J As defined in tho Internal novenue Code of 1954. 
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3) Deductions. 

From its inception in 1913 the income tax law has permitted a number oi deduc- 
tions for certain expenditures, whose range has since been widened: interest, state 
and local taxes, medical costs, contributions to certain nonprofit institutions such as 

t. : 

religious, educational, scientific and charitable organizations, casualty losses, medical 
expenses, alimony payments, etc. 

4) Credits. 

Deductions and exemptions (Nos. 2 and 3 above) are subtracted from adjusted 
gross income to establish taxable income, to ’which the rates of the tax scale are ap- 

■ ' i . 

plied to compute the tax. Credits may be subtracted from the computed tax to arrive 
at the final net tax liability. Tax credits are commonly granted as a percentage of a 
particular item of expenditure or income and may go up to 100%. Typical examples 
are the retirement credit, investment credit, taxes paid to foreign governments, 
credit for state inheritance taxes against federal estate taxation, credit for state un- 
employment taxes against federal employment taxes, etc. The Revenue Act of 1971 
created two new types of income tax credits: for political contributions after 1973 and 
for hiring workers through the government work incentive program. Several states 
allow credits against their income tax for sales tax or certain property taxes. 

The basic difference between an income tax deduction and an income tax credit 
is this; If a man contributes $100 to a charitable purpose he is presently entitled to 
subtract $100 from his adjusted gross income (unless he uses the standard deduction), 
This means that if he is in the lowest taxable income bracket he gets a net reduction 
of $14 on his tax liability. He must shoulder $86 out of his $100 gift, If a roan in the 
top income bracket contributes $100, he reduces his income tax liability by $70, so 
that the net cost to him of his $100 gift is only $30. 

That, of course, is simply the result of our progressive rate scale, but it docs 
not seem quite fair and has boen colled an , *upside-down subsidy. 11 The main effect of 
this system, which has long Icon criticized, is a lopsided concentration of gift-giving 
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in the top income brackets and heavy dependence of educational and other institutions 

on a small number of wealthy individuals and families. 

Tax benefits now available to schools, public or private, consist of the exemp- 
tion of their income and property from income and pro)X3rty taxes, exemption of cer- 
tain transactions from sales or excise taxes in some Jurisdictions, and the deducti- 
bility to donors of their contributions. 

Exemption from taxation of their own income and property is of course very 
helpful to the benefited sohools. It reduces their expenses. But it does not help 
them increase their income, which is what they urgently need. This cannot be done 
from governmental sources directly. But government can provide incentives which 
could substantially boost the schools' revenues from their major private sources, 
gifts and tuitions. Deductibility of donations is of tremendous value, und often essen- 
tial to the schools' survival. But it is a far less effective stimulant than tax credits 
• for donations would be. 

Tax benefits for payment of tuitions to educational institutions have been under 
consideration for about twenty years. Wilber Katz, then at the University of Chicago 
Law School, may have been the first to suggest, not long after the Everson decision, 
that a tax deduction for tuition paid to religiously connected schools would be per- 
missible although the Court might not uphold direct payments. 1 

Several hundred bills were Introduced in Congress in recent years that would 
grant tax benefits for payment of tuitions to educational Institutions, mostly at the 
collegiate level. Many of them had broad bi-partisan sponsorship and one plan was 




Wilber G. Katz, "Canon Stokos on Church and Stato," Tho Living Church. Septem- 
ber 14, 2951; same author, "Freedom of Hollgion and Stato Neutrality, "20 
University of Chicago law Rovlcw , 1953, p. 440. 
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passed by the Scnat 3 on three occasions by largo majorities. But no such bill was 
ever enacted, * 

Proposals to expand tax benefits for schools or parents supporting them cannot 
bo seen in the proper perspective or atequately evaluated without a review of the broad 
picture of tax benefits now used in the federal income tax. 

Complaints have been voiced for about fifteen years about an erosion of the in- 
come tax. The federal income tax appears to be punctured by numerous loopholes 
through which huge amounts of income escape from bearing a share of the overall 
burden. Repeated attempts to close or narrow some of the major loopholes have had 
only limited success. The tightening of one loophole by Congress was usually accom- 
panied by the widening of others. Loophole cVosing seems to be a truly Sisyphean task. 

As mentioned before, $361 billion of personal income went un'axed in 1969. 

The percentage of all income that is not taxed has been declining, as Table I showra, 
due largely to inflation and a rising income level. In all likelihood, however, the per- 
centage of income enjoying freedom from taxation will increase as a result of reforms 
authorized in the Internal Revenue Acts of 1969 and 1971. 



I 1 The record of the movement to secure tax credits in higher education is presented in 

my book Crisis in College Finance? , The Institute for Social Science Research, 
Washington, 1965, Chapter 10. Also, in a paper I prepared for tho Joint Economic 
£ Committed of Congress: "Federal Assisbmce to Higher Education Through Income 

Tax Credits. 11 The Economics and Financing of Higher Education In the United 
States , Joint Economic Committee, 1969, pp. 664 ff. 

The graduated percentage credit pls'i for higher education which I had proposed 
to the Senate Finance nnd Education Committees in 1963 was passed by the Senate for 
tho third timo on November 16, 1971, with a vote of 56:27. Several of the Senators 
who voted in tho negative stressed in the preceding debate that they favored the idea 
but thought that it should be postponed i>ccauso of tho current hugo budget deficit. 

Tho credit was subsequently eliminated by tho Scnato-Houso Conference Committee. 
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Table I 



PERSONAL INCOME AND FEDERALLY TAXED INCOME 1954- 19G9 





Personal 


Taxable 


Nontaxod 


Nontaxed Income 




Income 


Income 


Personal Income 


as a percentage of 










Personal Income 




















percent 


1954 


$290. 1 


$115.3 


$174. 8 


60% 


1960 


401.0 


171.6 


229.4 


57 


1963 


666.9 


352. 8 


336.1 


49 


1969 


750. 3 


389. 1 


361.2 


48 



$ 
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Source: Economic indicators , Council of Economic Advisers. 

Statistics of Income : Individual Income Tax Returns , Internal Revenue 
Service; respective years. 

(This is aluo the source for the income tax data listed in the succeeding tables) 



The $361 billion of income that went untaxed in 1969 can be divided into three 



major categories: 



Table II 



Difference between Personal Income 
and Adjusted Gross Income 
(mostly exclusions such as social 
security benefits, welfare, etc.) 

Personal exemptions 

($600 per taxpayer and dependent) 



billion 

$146 

124 



0 



Personal deductions 



102 




$372 



Offset items _ n 

$361 1 



Contrary to what is widely believed , most of the nontaxod income is received by 
persons in the low and middle Income brackets. Because no breakdown by income 
class has been available for personal income since 1964, accurate overall data 
cannot be given. The $146 bDUon difference between personal income and adjusted 
gross income derives largely from social benefits such as social security, welfare 
and unemployment benefits and is concentrated in the low income brackets. More 
than 90% of the $215 billion difference between adjusted gross income and taxable 
Income accrues persons Jn low to upper middle income brackets: 



ADJUSTED GROSS INCOME AND TAXABLE INCOME 
BY INCOME BRACKETS, 1969 



Adjusted 

gross 

Income 



Taxable 

income 



Untaxed 

adjusted 

gross 

income 



Percent of 
adjusted gross 
income 
untaxod 



Adjusted gross income class: 

U;idor $10, 000 $237. 5 

?10,000 to under $25,000 279.9 

$25,000 and over 80.3 



billions percent 



$128.3 


$109.2 


46% 


192.7 


87.2 


31 


C7.4 


18.9 


22% 


$388.4 


$215.3 


3G% 
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$91 billion in personal deductions in 1908 are divided as follows: (those data 
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were not tabulated lor 1909 by the Internal Revenue Service). 

Table III 

DEDUCTIONS ON FEDERAL INDIVIDUAL INCOME TAX RETURNS, 1968 





billion 


State and local taxes 


$24.4 


Interest paid 


18.5 


Contributions 


11.1 


Medical expenses 


8.5 


Employee expenses 


2.3 


Other deductions 


4.4 


All itemized deductions 


$69.2 


Standard deductions 


22.) 


All deductions 


$91. 3 



Itemized contributions have been increasing, but maintained a ateady rate of 
about 2% of the adjusted gross income on all returns over the past ten years. A de- 
cline may be expected to result from the liberalization of standard deductions in 1909 
and a further drop may follow the Rovenue Act of 1971. 

Table IV 

ADJUSTED GROSS INCOME AND CONTRIBUTIONS 
ON ITEMIZED RETURNS 195S-196L 

CONTRIBUTIONS 

ADJUSTED GROSS INCOME on returns with Percent 

on all individual returns itemized deductions contributions 



- billions 



1958 


$281.2 


1960 


315.5 


1962 


348.7 


1904 


396. 7 


19GG 


468. 5 


19G8 


554.4 


19G9 


603.5 



- millions - 


- percent - 


$5,694 


2.0% 


6,750 


2.1 


7,516 


2.2 


8,327 


2.1 


9,122 


1.9 


11,139 


2.0 


N.A, 


N.A. 



No breakdown is availablo of tho contributions by class of recipients — schools, 
hospitals, churches, etc. — but wo may ostimnto that about $1.8 billion went to edu- 
cntlonnl institutions in 1908, mostly nt tho eolloginUi lovol. Donations to elementary 
and oocondary schools prolnbly accounlod for only a small fraction of the total. 
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